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KEY ECONOMIC INDICATORS 
All values in million US $ 
unless otherwise stated. 


A B Cc D 

ITEM AND DATE OF MOST RECENT DATA 1971 1972 1973* _% Change 
INCOME AND PRODUCTION 
GNP at current prices 1/ 3,540 4,497 5,846 +30 
GNP at constant 1967 prices 1/ 3,123 3,853 4,469 +16 
Per capita GNP, current prices (11/72) 2/ 728 903 1,118 +23 
Oil Production (including former Neutral 

Zone)(million BBLs) (11/72) 1,741 2,202 2,737 +31 
Cement Production (000 MT) 3/ 666.9 911 920 +1 
Electricity Generated - 5 cities 

(million KWH) 3/ 663.5 977 1,060 + 5 
MONEY AND PRICES 
Money supply (currency in circulation 

plus demand deposits) (11/72) 644.2 815.2 1,063(&3.73) +33 
Loans and Advances - Commercial Banks (11/72) 371 401 450 + 5 
Deposits in Commercial Banks (11/72) 480 634 651 +3 
Interest Rates of Commercial Banks (%)(12/72) 7.0-8.0 6.5-8.0 6.5-9.0 - 
Indices (1963 = 100) 4/ 

Consumer Price 1/ 113.8 121.5* 140 +15 

-Wholesale Price 1/ 118.0 124* 130 - 


BALANCE OF PAYMENTS AND TRADE 
Gold, silver, foreign exchange and 


Investments of SAMA (11/72) 1,618 2,487 4,119 +65 
Balance of Payments + 865 1,406 1,950 +35 
Investment income payments to rest of 

world (mainly from oil) 1/ 1,433 2,050 3,200 +60 
Pilgrimage Earnings 114 161 180 +13 
Balance of Trade + 2,930 4,069 5,360 +33 
Exports 3,839 5,481 7,160 Annual +30 

US Share 3.0% 4.0% 5.0% - 
Imports (CIF) 909 1,412 1,800 +28 

US Share (FOB Basis) 18% 25% 27% - 


*Preliminary estimates based on incomplete data. 

Main exports to US (1972): Petroleum products ($185.5 million). 

Main imports from US (1972) in $ millions: Aircraft & Parts ($37.6); Vehicles & 
Parts ($36); Power Gen. Machy & Parts ($27.6); Rice & Flour ($25.4); Const. & 


Mining Machy ($23.9); Cigarettes ($10.7); Pumps ($10.7); Electric Power Machy 
($10.6); Agricultural Machy ($6.5); Iron & Steel ($5.3). 


NOTE: All dollar figures are adjusted for the two revaluations of the riyal: 
December 1971 to 8415 from 84.50. The figures estimated for 1973, based on first 
six-month figures which are themselves estimates, are calculated at &3.73 to $l. 
The current rate (October 1973) of &3.55 to $1 was not used in these calculations. 
1/ Based on Saudi hijra FY 1390/91 (9/2/70-8/21/71), HFY 1391/92 (8/22/71-8/9/72), 
and HFY 1392/93 (8/10/72-7/30/73). 

2/ Population estimated at 4.4 million in 1967 with a 2.5% annual growth rate. 
1973 population is thus estimated at 5.1 million. 

3/ Cement production and electricity are shown by hijra year 1390 (3/9/70-2/26-71), 
1391 (2/27/71-2/16/72) and 1392 (2/17/72-2/3/73). 

4/ These indices are adjusted estimates. 


Sources: Saudi Arabian Monetary Agency (SAMA); Central Department of Statistics. 








SUMMARY 


The strong previous growth patterns in the Saudi economy 
carried right through the October war in the Middle Kast, 


Some temporary hesitations in signing civilian contracts 
pe more than made up for by expansion in the defense 
ields,. 


The embargo on oil shipments to the United States and 
several other countries by Arab oil producers, coupled 
with increased financial assistance to both Egypt and 
Syria, led the Saudi ministries to hesitate in making 
long-term commitments, However, this hesitation quickly 
faded as the government realized that higher oil prices 
meant that actual income would more than double despite 
decreased production. From a pre-war level of about 15 
million dollars a day, the income by late November was 
more than 20 million dollars daily, and if the new prices 
set in Tehran are maintained, possible income of the 
Kingdom from current levels of peace could reach 
50 million dollars a day in 1974. 


The consumer country need for oil has meant an increasing 
number of proposals for direct crude oil sales to consuming 
industries or governments against promises:‘of access to 
civilian and/or military goods needed by the Kingdom from 

a variety of countries around the world. This is a new 
and unpredictable commercial factor in any approach to the 
Saudi market and could become seriously disruptive due ~ 
normal trade patterns, 


The Saudi GNP per capita broke the thousand-dollar-a-year 
barrier, but the actual retained domestic product gave 
the country more than $400 a year per person to spend. 
Nevertheless, there are opportunities in practically all 
fields for American companies in spite of the dislocation 
caused by the October conflict. The American companies 
could find the Saudi market in 1974 the most rapidly 
growing and changing market between Europe and Japan. 


The devalued dollar sharply increased the competitiveness 
of American firms in both the oil development sector and 
in consumer goods. Larger American cars were competing 
much more successfully with Japanese and European models 
and American steel pipe and even less sophisticated items 
for the oil fields were once again competing strongly 
with items from the EEC and Japan. 








As a result of the October war, there will be heavier 
competition for both industrial joint ventures and for 
direct sales efforts in Saudi Arabia. The edge in the 
larger and longer-term arrangements may go to those firms 
able to offer programs for the industrialization of 
Saudi Arabia and to those firms with world-wide connec- 
tions in marketing of future Saudi production of indus- 
trial goods. The advantage in shorter-term sales to 
Saudi Arabia may go to those firms willing to integrate 
their sales efforts with training and services, especially 
in sales to the government. 


The Saudi government has just announced, with no details 
yet published, a new five-year plan that is four times 
the size of the one ending in 1974. It is frankly based 
on an earning rather than spending expectation. During 
the plan period, the Kingdom estimates revenues will be 
more than 50 billion dollars (1974-79). 


The Saudi market now is entering a pre-industrial stage 
and becomes highly unpredictable. Its growth should be 
unprecedented, in the Arab world at least, and its impact 
on other Arab economies will be broad and deep. It is 
estimated that more than 250 proposals for industrial 

or other joint-venture involvement in the development of 
the Kingdom by multi-national companies with a potential 
total capitalization of more than 15 billion dollars 
have been registered with various Saudi ministries. The 
economy and the market apparently are more and more 

to be linked to these large-scale efforts to create an 
industrial base. 


The implications are that a coordinated energy supply 

and demand system for most of the world is becoming more 
of a necessity and a proposed new energy action group 

of producers and consumers will have a major impact on 

the markets of all of the oil states, Arab and non-Arab. 
These and other semi-political factors will affect no 
market more than the one in Saudi Arabia, because of her 
key position as a supplier of exportable energy. American 
and other multi-national companies need not wait the out- 
come of these new relationships and negotiations but should 
be prepared for long-range sales and development efforts 
transcending ordinary market requirements of a developing 
country. 


Current Economic Situation and Trends 
The Trend Is. still Positive 


Despite an unexpected war, an oil embargo on the United 
States and several other countries, and a severe cutback 
in oil production, informal economic indicators in the 
Kingdom by late December 1973 remained highly positive. 
Imports continued to flow into Saudi Arabia at a rate 
between 30 and 40 percent higher than in the previous 
year. Important contracts were being let, and the rapid 
and imaginative economic development of the country con- 
tinued to be the main concern of all the Ministries. 


The level of oil production for January 1974 was set at 
around the seven million barrel-per-day mark, some two 
million barrels lower than what had originally been pro- 
jected. Yet, because of price increases, actual govern- 
ment income at this lower level increased sharply and 
may reach over 40 million dollars a day by January. 
Future price levels are unpredictable as oil marketing 
is in a transition from posted prices and negotiated 
levels to free market forces in an era of shortage. 
Prices for some Gulf production have reached more than 
ten dollars a barrel. 


The economy continues to surge due to heavy government 
spending on both the civilian and defense sectors. The 
war in October did not create new shortages in the King- 
dom and although prices rose under the threat of such 
shortages, they fell back after the ceasefire. 


The major projects underway include the "backbone" 
coaxial cable link which is now being constructed from 
the Red Sea to the Gulf by a European firm; major defense 
service installations; and still most important, major 
_ oil facilities whose construction is still going 
orward,. 


The Jidda airport bidding deadline was extended cue to 
the Middle East conflict until late January 1974, and the 
government decided to allow a price escalation clause 

to be inserted into the specifications. This decision 
has sharpened competitive interest in the construction 
of this 300 million dollar project. 








Many other projects and industrial proposals are proceeding 
through feasibility studies towards implementation far 

more rapidly than was predicted a year ago. Several of 
these are in the defense facilities field and are indi- 
vidually as large as the airport project; others are in 

the civilian industrialization area of the economy and 

Over a period of years involve several billion dollars 

in investment and construction. 


Saudi Arabia is clearly committed to a policy of utilizing 
the marketing of its oil as an incentive for heavy in- 
dustrial development during the coming decade. Steel 
mills, petrochemical installations, further refinery 
capacity, major natural gas and methane plants, even 
shipbuilding and involvement in tanker purchase and oper- 
ation are only a part of the longer-range projects under 
active study with some first class partners among the 
multi-national firms. In consumer industry, there are 
plants to produce automobiles and several projected spin- 
offS from the basic chemicals and metals plants. (It is 
clear that once the present difficulties are resolved, 
Saudi Arabia will become the most vigorous growth economy 
between Europe and Japan. 


Infrastructure for this industrialization and for rapid 
increases in the standard of living of the general popu- 
lation are also being planned and contracts are being 
let. Particularly in electricity and in water desalina- 
tion, the Kingdom is moving forward with a rapidity un- 
matched in earlier years. A new ten-million-gallon-a- 
day desalting plant (expandable to 20 mgd) is under 
design for Jidda. During the past six months a new 
plant at Al Khobar was brought on stream. Electricity 
production in the Eastern Province has been growing at 
40 percent a year and is projected to increase by more 
than four times by 1980. 


Heavy Project Spending 


During the current fiscal year, project spending of more 
than four billion dollars is called for in the budget, 
including 240 millicn dollars for agricultural projects 

in the Kingdom, 485 million dollars for roads, 435 mil- 
lion for municipalities. There are also heavy defense 
expenditures for installations of all types in the country, 


which is one-third the size of the continental United 
States. In addition, the Ministry of Finance (which 

is preparing to open two Intercontinental hotels during 
1974) has substantial project spending of almost 325 mil- 
lion dollars for the current fiscal year alone. Obviously, 
not all of this spending can be accomplished but there is 
gradually less and less inhibition to spend on the part 

of the Saudi government. 


Partly as a result of these new priorities for project 
spending, there has been a dramatic increase in the number 
of foreign staff in the country and it is without doubt 
becoming easier to obtain visas for such workers and 
managers. All of this project spending, added to the 
million and a half dollar-a-day rate of expenditure on 
increasing the capacity for oil production, has meant 

a sharp increase in imports. During the first six months 
of 1973 imports through Dammam port in the Eastern Prov- 
ince were 38 percent higher than in the same period in 
1972. Imports through the other major seaport, Jidda, 
rose by 21 percent. 


Devaluation made dollar-priced goods highly competitive 
and of special interest to all importers. Several of them 
reported a doubling of their orders for 1973 over 1972 
with similar if smaller gains in U.S. import buying for 
1974. Large earth-moving machinery found one of the best 
markets in the world and projections indicate a similar 
increase in the coming year. Automobile sales were es- 
pecially buoyant, although in that field, American sales 
continued to lag until late in 1973, when lowered compara- 
tive prices doubled their rate of sales. The generally 
larger American cars, although still higher priced than 
smaller European and Japanese imports, enjoy a reputa- 
tion for quality and durability which more than compen- 
sates for the price differential. 


Private projects, involving joint ventures with a number 
of different countries, including Danish, German, Japanese, 
and American firms are proliferating in light industry. 
Numerous other joint ventures are in the last stages of 
negotiation. 
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Saudi GNP Breaks $1000 Barrier 


During the latter half of 1973, the Gross National Product 
of Saudi Arabia broke through the $1000 per capita level, 
and it is predicted to break the $2000 per capita GNP 
level in 1974. Probably few countries a perhaps none 
the size of Saudi Arabia) have doubled their GNP so quickly. 
Oil production may have represented as much as 60 per- 
cent of the total GNP before the recent price increases, 
but as much as 80 percent of it after these increases, 
With a first census due to be completed in 1974, more 
accurate figures on disposable income may become avail- 
able, but estimates from knowledgeable sources indicate 
that such income in 1973 was probably less than half 

of the total revenues per capita from oil. Disposable 
income can be estimated at $420 per capita. 


Again, as Saudi spending on infrastructure proceeds with 
a new acceleration, disposable income will rise sharply, 
fueled not only by rising salaries due to labor shortages 
but also by sharp rises in income of the more than 209,009 
people more or less directly employed by the Saudi govern- 
ment. The government salary rise in 1973 was a straight 
15 percent, in addition to fringe benefits due to new 
social security payments by employers of more than 12 
percent. While a comparable rise is not expected in 

1974, earnings of other employees will likely catch up 
with the government and ARAMCO salary increases on their 
own during the coming year. 


Obviously, the sale of consumable goods of all:kinds will 
accelerate, particularly those related to families newly 
attuned to a relatively affluent level of income without 
significant taxes to hamper their spending. The complete 
free enterprise character of the economy makes every 
Saudi potentially an entrepreneur, directly or indirectly, 
and this phenomenon will continue to be an incentive for 
import and sale of every conceivable kind of consumer 
item for the five to six million people in the country, 
including the estimated 600,000 resident expatriates from 
Arab countries and the almost twenty thousand from Western 
countries. 


Terms of Industrialization 


The shift from long-range marketing of Saudi oil through 
ties with downstream facilities, to an emphasis on building 


industries at the source of the cheap energy itself, is 
the most striking change in the economic policy of the 
Kingdom in the past year. The implications for both 
imports into Saudi Arabia and for links between the 
Kingdom and consuming nations needing its crude are of 
major importance, 


Working out the ground rules for industrial joint ventures 
in the Kingdom, some of them tied directly to q~ude pur- 
chases for overseas markets and others not so tied, will 
be a time-consuming process for all parties. 


Priorities among the kinds of industries, e.g., steel, 
petrochemicals, or lighter metals such as aluminum, have 
Still to be set in negotiations or through feasibility 
studies, some of which are already underway; but it is 
clear that Saudi ministries responsible for the industrial 
development of the Kingdom are requiring that all manu- 
facturing projects be viable and profitable. Since most 
of these are export industries, companies or governments 
will have to guarantee market arrangements. 


While the government is willing to consider offering some 
protection to new domestic consumer industries, this will 
be done only after the industry is in operation and proves 
unprofitable in the face of competition from imports. 


Saudi tariffs are trending downward and industries will 
in general have to be able to compete with imports with 
very little chance of subsidies. However, the government 
does realize that certain industries which they desire 

are in need of special measures in the face of much higher 
wages and social secyrity benefits than in many other 
developing countries. 


In certain cases, the government itself for strategic 

or other reasons has negotiated with competent foreign 
firms to establish an industry that would otherwise not 
have been founded, An example of this is the recent 
Signing, after several years' negotiations, of an agreement 
for consultancy and management of a major grain silo/ 
flour mill complex which will make the Kingdom largely 
independent of direct flour imports, except in certain 
categories. 


The second striking change stemming from the industriali- 
zation policy is the emergence of Saudi entrepreneurs 
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who wish to go into manufacturing with the better foreign 
firms. The incentives for industrialization no longer 
rest on government projects alone. The proof of this is 
the land speculation near the major cities fueled by a 
broad realization that the Saudi government is serious 

in its major industrial development program and that 
dozens of smaller industries may now become viable. 


American firms have in recent months gradually increased 
their numbers of representatives in the Kingdom, though 
the number of U.S. firms new to the market is small. 

A growing number of firms are making use of new Saudi- 
based joint ventures in consultancy and engineering ser- 
vices to evaluate their moves into the Saudi market, 
Investment and business consultancy services for the 
foreign businessman are now being offered within the 
Kingdom by one American firm. 


Implications for the United States 


A coordinated energy supply and demand system for most 
of the world has suddenly become a necessity and a pro- 
posed new energy action group could have a major impact 
on the markets of all of the oil states, Arab and non- 
Arab. The oil states and their economies have become 
the focus of attention for almost every country outside 
the eastern bloc. American firms will play a role in 
the drive to industrialize the most important of these 
states, the Kingdom of Saudi Arabia, both because of the 
long-standing industrial relations between the U.S. and 
Saudi Arabia and because U.S. multi-national firms can 
offer world-wide marketing facilities for Saudi indus- 
trial production. 


es 
The intrusion of government-to-government barganing for 
crude oil will create difficulties but it will Slso 
hopefully stabilize the supply situation and eventually 
open up new opportunities both in sales and servicing 
of the Saudi economy. The Kingdom remains in need of 
almost every category of imports and services. This 
need will continue and even increase in future years 
as the new industries are built up and come on stream. 
The need for creating infrastructure to support these 
industries will eventually be dwarfed by the need for 
servicing the new industries spun off by these primary 
producers of steel and gas and aluminum, 
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U.S. firms should recognize the opportunities in the three 
market areas of the Kingdom... the Eastern Province 
with its oil-oriented economy, Riyadh with its five-year 
plan of development for the entire country, and the 
commercial center of Jidda, where the industrial develop- 
ment and trade will be further stimulated by the opening 
of the Suez Canal. Devaluation has sharply increased 

the range of possible competitiveness of American firms 
in construction, housing, and service areas, Including 
service contracts, Saudi Arabia could become a billion 
dollar market for American firms within the next few 
years. 


How to Do Business in Saudi Arabia 


1. Recognize that it is a prime market requiring resident 
representatives and permanent links, 


2. Consult with the other U.S. businesses in the country 
who can be reached directly or through the Embassy 
at Jidda or the Consulate General at Dhahran. 


3. Support the Saudi agent or partner with service or- 
ganizations and management consultancy services. 
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